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KEY ECONOMIC INDICATORS 
(as of March 26, 1979) 


Millions of guilders, unless otherwise stated. Average annual exchange rates: 
1977, $1 = HFL 2.45; 1978, $1 = HFL 2.16 


INCOME, PRODUCTION, EMPLOYMENT 1977 1978 1979 he Change * 
GNP at current prices 261,800 282,450 304,590.45 +7. 
GNP at 1977 prices 261,800 267,750 274,285 E + 2, 
Per capita GNP, Current 

prices (gldrs) 18,971 20,289 21,780 E 
Plant and Equipment investment 30,800 ‘34,050 36,050 E 
Indices: 1970 = 100 

Industrial production 127 128 

Avg.Labor productivity (Ind. ) 151 141(Jan-Sep) 

Avg.Industrial wage(1972-100) 176 187 192(Jan) 
Disposable personal income 164,520 179,730 - 
Employment (000's) (Dec) 4,876 4,869 E - 
Avg.Unemployment Rate (%) Siz 5.0 -4(Feb) 
Housing starts (units) 108,998 103,008 


MONEY AND PRICES 
Money supply 57,933 41,296 (Nov) 
Public debt (internal) (Dec) 47,029 55,180 
(External) (Dec) - ~ 
Interest,Central Bank discount 4.5 635 
Domestic credit outstanding(Dec) 62,461 86, 738(Jan-Sep) 
Indices: 
Retail sales(value) :1975=100 422 130 
Avg.wholesale prices:1970=100 154. 1560 
(excl. VAT) 
Avg. consumer prices:1975=100 215, 120.5 122.9(Feb)+ 


BALANCE OF PAYMENTS AND TRADE 
Gold & For.Exchange Reserves (Dec) 24,029 23,595 (Jun) 
Balance of Payments, current account, 
transactions(blns of guilders) +1 
Balance of trade(blns of guilders) - 4. 
Total exports, FOB 
(incl. Belg-Lux) 107,197 
Exports to U.S. 3,075 35962 
Total imports, CIF 
(incl. Belg-Lux) ** 117.920 114,378 ns 
Imports from U.S. 9,546 9,845 ts 
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Main imports from U.S. Jan-Dec 1978: oilseeds, nuts and pits 2,326,999 MT/Hf1 
1,315,647; corn 2,588,170 MT/Hf1 626,013; animal feed except grains 2,072,834 
MT/Hf1 644,094; organic chemical products Hfl 434,080; office and data 
processing machines Hfl 385,004; measure, control and analytical instruments 
Hf1 218,447; electronic components Hfl 123,248. 

* Note: Third column contains available 1979 figures (E=estimated for the year) 
Percentages in fourth column compare(1) 1979 figures with corresponding 1978 
period or (2) 1978 with 1977 if no 1979 figure is available. 

Sources: Central Bureau of Statistics; Central Planning Bureau, Netherlands 
Central Bank, International Statistics IMF. 

(** Dutch import figures do not include foreign goods placed in bond for forward- 
ing to other countries, often after processing and repacking; U.S. figures do.) 





SUMMARY 


The Netherlands remains one of Europe's stronger economies, but despite some 
success in fighting inflation and unemployment, the country's economic 
development in 1978 showed little improvement over 1977's lackluster perfor- 
mance. Again economic volume growth failed to reach projected levels. 

Gross national product grew about 2 percent in 1978, which was lower than 
the 2.5 percent rate achieved the previous year. 


Domestic demand showed some recovery in 1978, but the external sector lagged. 
Internal expansion was led by increases in industrial output (up 2.5 percent) 
combined with greater consumer (up 4.5 percent) and investment (6 percent 
greater) spending. In contrast, Dutch trade figures were disappointing. 
Exports increased only 3 percent or well below world trade expansion in 1978. 
The country's slackening trade position was underscored when the current 
account recorded a 2.5 billion guilder deficit for the year which was blamed 
on decreased natural gas export sales combined with increased purchases of 
imported consumer durables and foreign vacations. 


The government's basic economic policy remains Economic Blueprint 81, intro- 
duced last year, which provides a framework of growth into the 1980's. Blue- 
print 81 concludes that the pace of the increase of government spending must 
be slowed if private sector investment is to rise and international competi- 
tiveness is to be restored. The 1979 budget is in tune with this philosophy, 
but major political battles rage over the government's deficit policy and 
calls for wage restraint and expenditure cuts. Although Blueprint 81's 

full implementation is in doubt, some economists already argue that sterner 
measures are required to ready the economy for the 1980's. 


The government planning unit's outlook for 1979 is somber. Reversing its 
performance in 1978, the external sector is expected to carry the economy 

this year with export volume growing as much as 6 percent and perhaps reducing 
the current account deficit to 1.5 billion guilders. On the other hand, 
sluggish investment and private consumption growth rates will hinder domestic 
sector expansion and hold real GNP growth to 2.5 percent. Inflation will 

edge upward to 4.5-5 percent for the year and unemployment may rise to 5.3 
percent of the work force. 


Current Economic Situation 


In spite of a lowered inflation rate and a slight drop in the total number of 
unemployed, overall economic development in the Netherlands in 1978 showed 

no real improvement over 1977. Again, economic volume growth failed to reach 
projected levels. Gross national product grew about 2 percent in 1978 which 
was lower than both the 2.5 percent rate achieved in 1977 and the OECD annual 
growth target of 4.5 percent through 1983. 


Domestic economic demand showed some recovery in 1978. Boosted by economic 
growth in the Federal Republic of Germany, the Netherlands’ major trading 
partner, Dutch industrial output rose during the second half of the year 
after a long period of stagnation. Increased outputs in basic metals, 
chemicals, and foodstuffs, after early year slackness brought the overall 
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production increase for 1978 to 2.5 percent, the same percentage increase as 
in 1977. The investment sector also showed some strength. Buoyed by a 
government program of investment incentives, the rising trend of gross 
industrial investment begun in 1977 continued into 1978 (especially in fixed 
assets and ships) which resulted in a volume increase of 6 percent (compared 
to 15.5 percent in 1977). Investment in dwellings, however, increased by 
only 2.5 percent in 1978 while gross public investment actually dropped by 
almost 5 percent. Assisted by a 3 percent increase in real disposable 
income in 1978 and a sharp rise in the demand for consumer credits. the 
volume of private consumption expanded by 4.5 percent, the same rate as in 
1977. Consumption of durables lagged but that of food, beverages, and tobacco 
rose. 


In contrast to the strength of the domestic sector, however, performance in 
the external sector was disappointing. The Netherlands failed to benefit 
proportionally from the second half recovery of the West German economy, and 
total Dutch exports increased not more than 3 percent or well below the 
expansion in world trade in 1978. The apparent deterioration of the Dutch 
competitive position was further underscored when the current account went 
into deficit for 1978. The 2.5 billion guilder deficit is blamed on 
decreased sales of natural gas combined with increased purchase of imported 
consumer durables and greater spending by Dutch tourists abroad. The 2.5 
billion guilder current account deficit in 1978 compares to a 1.1 billion 
guilder current account surplus in 1977 and a 7.5 billion guilder surplus in 
1976. The Dutch current account position has thus deteriorated 10 billion 
guilders in two years. 


Two bright spots for 1978 were inflation and unemployment. The rate of 
inflation declined last year to about 4.0 percent (against 6.5 percent in 
1977)as a result of the strength of the guilder on foreign exchange markets 
and the government's wages and prices policy. Government programs (and the 
strength of domestic demand) are also credited with ameliorating the rate of 
unemployment. The yearly average seasonally adjusted number of unemployed 
dropped to 205,000 (5.0 percent of the labor force) in 1978 from 206,800 in 
1977. 


Government Policy 


The government's basic economic policy remains Economic Blueprint for 1981, 
introduced in Parliament in June 1978, which establishes the framework for 
balanced economic growth into the 1980's. The central conclusion of Economic 
Blueprint 81 is that the rapid rise of public sector spending of the past 
decade has begun to affect the Netherlands' economic health both by reducing 
resources available for private investment and by raising wage and social 
costs thereby reducing the competitiveness of Dutch exports. Business, 

seeing profit levels cut as demand weakens and cost levels rise, has reduced 
investment. Unemployment has risen. To counter these trends, Economic Blue- 
print 81 calls for a reduction in planned increases in government expenditures 
by 10 billion guilders during 1979 to 1981 and focuses on four specific goals: 
(1) a reduction in unemployment to 150,000 or 3.8 percent of the labor force 
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by 1982, (2) a further drop in inflation through a wage and price policy, 
(3) a reduction in the rate of growth of labor income by 1 percent annually 
to boost employment by raising business profits, and (4) maintenance of 
purchasing power and social benefits for the average worker. 


Perhaps the key factor controlling the success of the government in carry- 
ing out Economic Blueprint 81 is the wage policy of labor unions. The 
historical precedent is for real wage growth of 2 to 2.5 percent per year, 
but Blueprint 81 calls for wage rises of only 1 to 1.5 percent per year. 
National level wage negotiations last fall broke down over this issue, but 
recently several sectorial wage agreements have been reached which substan- 
tially uphold the government's position on pay rises. On the other hand, 
other sectorial wage negotiations are now bogged down discussing holiday 
pay bonuses, early retirement and a shorter work week which some labor 
unions are demanding as the price of lower wage claims. Since these issues 
all affect the cost of labor to firms, the early success of Economic Blue- 
print 81's philosophy of wage restraint is not yet assured. 


The 1979 government budget is the first budget in the Blueprint 81 cycle, 

and one hotly discussed issue is the size of the budget deficit. Considering 
weak domestic demand prospects and low inflation in 1979, the government has 
decided it can accept a maximum deficit equal to 6 percent of net national 
income as reported to the OECD. The government believes a larger deficit 
would be difficult to finance without adding to inflation or squeezing 
private borrowers out of the market. In addition, a larger deficit would 
make more difficult the return of the deficit to 4 percent by 1981/1982 when 
private domestic demand is expected to be stronger. The government therefore 
feels it has reached the limit of its ability to stimulate growth through 
fiscal policy and intends now to concentrate on lowering costs to improve 
private profitability. Indeed, the government has said it will enforce the 

6 percent deficit rule to the extent of applying an "emergency brake" to 
government expenditures if a larger deficit threatens. 


On March 30, the government presented a progress report on the implementation 
of the proposals contained in Blueprint 81. According to the report, the 
total 1979 budget deficit is expected to rise to 6.5 percent from the earlier 
target of 6 percent of Net National Income. However, the government is not 
yet prepared to take emergency measures to increase taxation but will consider 
some further ways to trim ministerial expenditures. Higher than expected wage 
increases and a rise in import prices are expected to cause some increase in 
inflation. To counter these trends, the government intends to introduce 
measures aimed at slowing the rapid growth in consumer credit. The progress 
report also notes on the positive side that, contrary to the downward trend 
for many years, industrial employment will remain stable during 1979. 


Despite the political battle over Economic Blueprint 81, some economists argue 
that it has two major weaknesses even if fully implemented: (1) it calls for 
slower real domestic growth thus making the Netherlands more vulnerable to 
shifts in world trade patterns, and (2) it fails systematically to prepare for 
the expected reduction in foreign natural gas sales after 1985 by restructuring 
the economy toward high technology industry where the Netherlands is expected 
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to have a comparative advantage. Unless government policies remedy these 
defects, these economists argue the Dutch economy will experience continued 
disappointing growth levels in the 1980s. 


In a major policy reversal, the Netherlands Bank announced in January that 
Dutch firms can now take up fixed interest long-term loans from non- 
residents provided Bank permission is granted. This departure from 
previous policy marks an adjustment to fit changing circumstances. With 
the heavy current account deficit in 1978 and discouraging balance of pay- 
ments prospects for 1979, the Bank believes controlled capital imports may 
moderate possible downward pressures on the guilder which it sees as 
inflationary, yet unlikely to provide much competitive trade advantage. 
Foreign borrowing will put an added burden on domestic monetary policy to 
control inflation at a time when a record government deficit is projected. 
While financial sources point out that restrictions will limit the actual 
impact of this new policy, the change is an indication of the importance 
financial authorities place on strengthening the balance of payments 
position. 


Draft laws on the Excess Profits Sharing Scheme have been submitted to the 
Parliament but have yet to be debated. Proposed legislation to cover indi- 
vidual workers of a given company was submitted in April 1978 and would 
permit such profit transfers to be deducted from corporate taxes. Proposals 
for the collective portion of the scheme were submitted in the fall of 1978, 
and if approved, would take effect retroactively to January 1978, with 1978 
outlays to be covered by the government and company liability to begin in 
1979. Parliamentary debate of both the individual and collective sectors of 
the proposed VAD legislation is presently stalemated over the form of the 
legislation and the recipients of the transfers. The bills in their present 
form do not meet trade union hopes that VAD might Become a forceful instru- 
ment for social change. It remains to be seen whether a major effort will 
be made to pass some form of VAD during 1979. 


The first portion of the Selective Investment Act (WIR), the government's 

13 billion guilder plan to stimulate country-wide investment and create jobs, 
became effective retroactive to May 1978. This first portion provides a 
system of premiums and tax credits tailored to promote specific investment 
goals. The second phase is now expected to take effect in June 1979 and will 
include subsidies for investments which create employment, save energy, 
improve the environment or stimulate innovation as defined in the bill. 


Outlook for 1979 


According to a recent report of the Central Plan Bureau (CPB), the government's 
economic forecasting unit, Dutch economic prospects for 1979 echo the somber 
1978 performance. In contrast to 1978, however, the external sector is 
expected to do rather better than the domestic sector in 1979. The CPB pro- 
jects real GNP growth will reach 2.5 percent this year. 


The turndown in the domestic sector's performance is primarily the result of 
two factors: lower private consumption and a decrease in investment. Because 





7- 


of the wage restraint expected through Economic Blueprint 81 and a slight 
increase in inflation, real disposable income in 1979 will grow only 2 
percent (versus 3.0 percent last year) resulting in a 3 percent private con- 
sumption growth (4.5 percent in 1978). This drop in private consumption 
growth is reinforced by falling domestic investment. In spite of the new 
government investment (WIR) program, investment in fixed assets by private 
industry, which grew steadily in 1977 and 1978, will actually register a 
decrease of 0.5 percent in 1979 reflecting low profitability and industrial 
utilization. Investments in the chemical and mining (natural gas) sectors 
will also show noticeable declines while the food, beverage, and tobacco 
sectors will do somewhat better. Investment in both the building and public 
sectors will show a one percent decrease. Overall gross investment will 
drop 1.5 percent in 1979 (against an increase of 3 percent in 1978). 


But while the domestic sector's expansion is slowing, the CPB anticipates a 
quickening in the external sector. Assuming Dutch exporters can reclaim 

their historic share of West German imports (more than 30 percent of the 
Netherlands' foreign trade is with the FRG), Dutch export volume could grow 

as much 6 percent in 1979. Despite a continued increase in imports, the CPB 
believes an export recovery could improve the country's balance of payments 
position from the 1978 current account deficit of 2.5 billion guilders to a 
deficit of 1.5 billion guilders in 1979. The shortfall of Iranian crude oil 
shipments and possible OPEC oil price increases, however, may push the current 
account further into the red. 


In view of low investment expectations, the labor market in 1979 will show 
little improvement. The average number of jobless is expected to grow from 
an average of 206,000 in 1978 to 210,000 or about 5.3 percent of the total 
work force despite government use of one billion guilders to provide jobs. 
Inflation is also expected to rise slightly in 1979. Although the government 
is trying to limit wage increases, the continued decline of consumer price 
increases, begun in 1976, seems to have halted,and the CPB expects an infla- 
tion rate of 4.5 to 5 percent for 1979. This outlook is based on the expecta- 
tion that the guilder will show no further appreciation while the import 
prices of raw materials will show some increase. Increasing OPEC oil prices, 
however, could further accelerate inflation. 


In March 1979 the new European Monetary System (EMS), of which the Netherlands 
is a member, commenced operation. Since the Dutch were aiso participants in 
the old snake arrangement of currencies, the new EMS is not expected to affect 
greatly the country's trading patterns. Nevertheless, if hopes are realized 
that the EMS will encourage EEC trade through greater exchange rate stability, 
Dutch export growth in 1979 could be even stronger than anticipated. Greater 
exchange rate stability could also occasion a lowering of Dutch capital 

market rates to 6.5 to 7 percent perhaps stimulating more investment. 


Implications for the United States 


After a year of significant growth in 1978, the outlook for U.S. exports 
to the Netherlands still looks good. Based on U.S. Department of Commerce 
figures, total trade turnover between the two countries last year 
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reached almost $7.3 billion with U.S. exports amounting to $5.69 billion, 
an increase of more than $960 million from 1977. This growth in the value 
of exports by more than 20 percent in 1978 marked the highest rate of 
increase since 1974 albeit the effects of inflation must be discounted. 
Non-agricultural exports, on the whole, outpaced the 20 percent growth 
rate. In view of the predicted increase of Dutch import volume and Dutch 
interest in a wide variety of American products, U.S. exports to the 
Netherlands in 1979 should increase by at least ten percent. 


Our optimism about U.S. exports, despite the modest near-term performance 
projections for the Dutch economy, is based on several factors. Foremost 
among these is the current competitive rate of the dollar to the guilder 
which has made U.S. products far more competitive in the Dutch market. 
American products also are generally viewed to be more practical, to show 
greater ingenuity in construction, to be of better quality and to meet 

higher technological standards than many goods from other foreign or domestic 
sources. U.S. exports should also continue to benefit from a number of steps 
taken by the Dutch government to stimulate capital investment, boost employ- 
ment, rationalize the export industry, conserve energy, control pollution 

and increase productivity. 


On the basis of past performance and our analysis of future market trends, we 
have projected that the following 13 product categories offer the highest 
potential for incremental export sales in the Netherlands: computer and 
computer related equipment, including parts and accessories; health care 
equipment and supplies; electronic components; production process control 
instrumentation; filtration and purification equipment for environmental and 
pollution control; automotive garage equipment, parts and accessories; safety 
and security equipment; food processing and packaging equipment; oil and gas 
drilling equipment; laboratory scientific and engineering instruments; 
business equipment and systems; equipment for the chemical industry; and 
electronic industry production and test equipment. In general, the best sales 
opportunities in industrial goods will be for equipment exhibiting high tech- 
nology and labor savings systems. The latter feature is most important 
because of the steady rise in unit labor costs in the Netherlands. 


The consumer goods sector also offers growing possibilities for U.S. exporters. 
The Netherlands is a small but affluent country with a consumer goods market 
estimated at $75 billion in 1980. Imports in 1980 will account for approxi- 
mately $15 billion of this market. The U.S. share of these imports should be 
about 4-5 percent, but could go higher as American exports take advantage of 
a favorable dollar exchange rate. Particularly good prospects exist for U.S. 
sporting goods, housewares, pleasure boats, consumer electronics, domestic 
appliances, footwear and wearing apparel, and home furniture. 


Dutch tourism to the United States offers good opportunities for the U.S. 
travel industry. In 1979, an estimated 165,000 Dutch tourists are expected 

to visit the United States and to generate approximately $100 million in 
travel receipts. Among the foreign countries sending tourists to the United 
States, the Netherlands ranks tenth. The advent of new air routes, additional 
flights and gateway cities; the introduction of lower transatlantic air fares; 
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and the attractive prices in the United States because of the depreciated 
value of the dollar will contribute to the continuing increase in Dutch 
travel to the United States. 


In entering and dealing in the Dutch market, the U.S. exporter should under- 
stand that the Dutch buyer is sophisticated, capable, and fully knowledge- 
able about his own and overseas markets. The Dutch businessman is both 
quality and price conscious, expects delivery dates to be honored and 
requires courteous, competent service including prompt and personal attention 
to business inquiries. An excellent means for new-to-market firms to enter 
this market is to participate in the various trade promotion events sponsored 
in the Netherlands by the U.S. Departments of State and Commerce and to use 
the wide range of basic commercial services offered by the U.S. Department 

of Commerce and its district offices. Thorough market analysis; creative, but 
not high pressure, salesmanship; securing of reliable and effective local 
agents or distributors; and participation in relevant trade shows will produce 
the best possible results in this market. 


Dutch direct investment in the United States exceeded $7 billion in book 
value at the end of 1977,making the Netherlands the largest foreign 
direct investor in America. The level of Dutch investment in the United 
States has increased almost 50 percent since the end of 1974. The level 
of interest among potential Dutch investors in the United States is high 
at the moment since the depreciated dollar has lowered the costs of doing 
business in the United States. Another strong incentive is direct access 
to the huge U.S. domestic market. Also, many Dutch firms have found that 
they can achieve a higher return on invested capital in the United States. 
At the end of 1977, the book value of direct investments by more than 
1,000 U.S. firms in the Netherlands was $4.01 billion, making the United 
States first among foreign investors in the Netherlands. 


Agriculture 


Although the performance of the Netherlaris" export-oriented agricultural 


sector improved somewhat in 1978, there are indications it may face a down- 
turn in 1979. Last year the agricultural trade surplus increased nearly 

8 percent by value to 8.3 billion guilders, but at the same time the volume 
of imports actually grew faster than the volume of exports. Performance 
within the sector was uneven in 1978. While the position of arable farmers 
worsened, livestock farming and the fat/oil and compound feed industries 
fared comparatively well. Profits improved in these latter two sectors as 
prices of major inputs (feedstuffs and oilseeds) fell more sharply than did 
prices of end products (meats and vegetable oils), a situation which may be 
altered in 1979. Higher input prices could put some agricultural industries 
in a severe profit squeeze. 


Important problems beset the agricultural sector. Prices of many major exports 
such as poultry, pigmeat, and cheese remain depressed, and the strong guilder 
combined with high fixed costs of production has worsened the Netherlands' 
competitive position. In addition three other events are causing concern to 
Dutch farmers: First, the EC Commission has decided to restrict imports of 
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Thai tapioca which has been increasingly used as an inexpensive feed ingredient. 
Second, EC member countries have agreed to put ceilings on monetary compen- 
satory amounts (MCAs) which will eventually make more difficult Dutch agri- 
cultural exports to weaker currency countries. Third, EC member countries 

have apparently accepted a farm price freeze or minimal price increases for 
1978/80 together with some kind of 'corresponsibility levy" for dairy farmers. 
These factors are expected to put additional strains on the Dutch farm sector. 


Using Dutch trade data, agricultural imports from the United States declined 
to 3.3 billion guilders in 1978, as compared to 3.6 billion guilders in 1977. 
The decline was largely the result of lower grain imports, lower prices, 

and lower volume imports of other feedstuffs. Imports of oilseeds (primarily 
soybeans) were up sharply. Dutch farm imports from the United States in 

1979 are not expected to increase substantially above last year's level. 
Demand for soybeans should remain strong in 1979, but only a slight increase 
is seen for grains and other feedstuffs, and some decline in the import of 
soybean meal and soybean oil is possible. On the other hand, average 


prices of major U.S. agricultural commodities are expected to be moderately 
higher than in 1978. 
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